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SUBJECT: TOKYO FOREX MARKET DEVELOPMENTS 

1. SUMMARY: YEN STRENGTHENED IN SPOT MARKET IN PAST TWO 
WEEKS AND PREMIUM ON FORWARD DOLLAR HAS DROPPED. GOJ OF- 
FICIALS AND MARKET OBSERVERS APPEEAR RELAXED ABOUT FOREX 
MARKET PROSPECT, BELIEVING THAT DEMAND/SUPPLY WILL BE 
RELATIVELY WELL BALANCED WITHOUT OFFICIAL SUPPORT OR 
CHANGE IN CAPITAL CONTROLS. END SUMMARY. 

2. RECENT MARKET DEVELOPMENTS. IN EARLY OCT YEN 
WEAKENED: DROPPING TO 303 YEN/DOL RATE, A LEVEL WHICH 
WAS MAINTAINED THROUGH BOJ INTERVENTION. HOWEVER. BOJ 
OFFICIAL SAID SUPPORT REQUIRED WAS CONSIDERABLY LESS 
THAN DURING "EXPENSIVE" MONTHS OF AUG AND SEPT. A 
MARKET OBSERVER ESTIMATED BOJ SUPPORT IN OCT TO 

DATE AT $300 MIL. AT MID MONTH YEN APPEARED 
TO STRENGTHEN SLIGHTLY, AND UNEXPECTED DROP IN DOLLAR 
DEMAND ON OCT 22 FORCED BOJ TO BUY $20 MIL AT 301.10 
TO RESTORE ORDERLY MARKET. 

3. CHANGE IN FORWARD MARKET OUTLOOK: VIEW THAT YEN 
WOULD STRENGTHEN IN FUTURE WAS PARTICULARLY NOTICEABLE 
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IN FORWARD MARKETS. FORWARD DOLLAR PREMIA HAVE DROPPED 
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NOTICEABLY THROUGHOUT OCT. FOR EXAMPLE. 3-MONTH FORWARD 
DOLLAR PREMIUM WAS ABOVE 6 PERCENT ON OCT 1 BUT HAD 
DROPPED BELOW 3 PERCENT BY OCT 15 AND HAS SINCE DE- 
CLINED TO 1.39 PERCENT. PREMIA ON TWO-MONTH AND SIX- 
MONTH FORWARD DOLLARS HAVE SHOWN SIMILAR DECLINE. 

4. FORCES INFLUENCING MARKET. WEAKNESS OF YEN IN 
LATE SEPT AND EARLY OCT REFLECTED BOTH TRADE AND CAPI 
TAL TRANSACTIONS. IN SEPT. TRADE BALANCE DROPPED 
SHARPLY TO RECORD FIRST DEFICIT ON S.A. BASIS 

SINCE APRIL 1974. SEPT WAS ALSO FIRST MONTH 
SINCE DEC 1974 IN WHICH FOREIGNERS' SALES OF IAPANESE 
SECURITIES EXCEEDED THEIR PURCHASES. THERE ARE EARLY 
INDICATIONS THAT OCT WILL SHOW SOME IMPROVEMENT IN EX- 
PORTS. REVIVAL OF TOKYO STOCK MARKET INDEX DURING PASST 
FOUR WEEKS HAS RENEWED FOREIGN INTEREST IN IAPANESE 
SECURITIES ACCORDING TO SOURCE IN MAIOR SECURITY COM- 
PANY. GENERAL VIEW AMONG BANK AND TRADING COMPANY OF- 
FICIALS APPEARS TO BE THAT YEN WILL CONTINUE TO STRENGTH- 
ENG GRADUALLY DURING REMAINDER OF YEAR. 

5. COMMENT. IN ELECTING TO SUPPORT YEN AT 303 YEN/ 

DOL RATE. AFTER PREVIOUSLY SUPPORTING IT FOR SOMETIME 
AT 298 LEVEL, GOI APPEARS TO HAVE CHOSEN TO COUNTER WHAT 
IT VIEWED AS TEMPORARY WEAKNESS OF YEN BY DRAWING DOWN 
FOREX RESERVES EXTENSIVELY AT 303. MOF OFFICIALS RESPONSIBLE 
FOR REGULATIJG BOTH SHORT TERM CAPITAL MOVEMENTS AND 
LONG-TERM BORROWING AND LENDING, SAID GOJ HAD NOT AL- 
TERED ADMINISTRATIVE REGULATIONS ON LENDING, BORROWING, 
QUOTAS, OR DIRECT INVESTMENT GUIDELINES DURING PAST 
QUARTER. ONE OFFICIAL INDICATED BALANCE OF PAYMENTS 
TRENDS IN PAST QUARTER HAD CAUSED SOME CONCERN WITHIN 
MINISTRY BUT SAID NO ACTION HAD BEEN TAKEN OR WAS UNDER 
ACTIVE CONSIDERATION AT THIS TIME. HOWEVER, ANOTHER 
MOF OFFICIAL, NOTING THAT FOURTH QUARTER IMPACT LOAN 
QUOTA WOULD BE SAME AS FOR IULY-SEPT, MAINTAINED THAT 
CONCERN OVER B/P DEVELOPMENTS WAS MINIMAL AND THAT 
ATMOSPHERE IN HIS DEPARTMENT WAAS "BUSINESS AS USUAL." 
HOWEVER, BOND FLOTATIONS BY FOREIGNERS WILL BE PRO- 
HIBITED AGAIN, AFTER ONLY TWO ISSUES (FINLAND AND NEW 
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ZEALAND). 

FOLLOWING ARE DATA FOR OVERNIGHT SPOT (CENTRAL) AND FOR- 
WARD DOLLAR EXCHANGE RATES AND INTERBANK TRADING VOL- 
UMES FOR SEPT 29-OCT 24 PERIOD. 

CENTRAL FORWARD DOLLARS SPOT 
SPOT RATE (PREMIA IN PCT P.A.) VOL 
(YEN/DOL) 2-MO 3-MO 6-MO (MIL DOL) 
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SEPT 29 303.00 5.74 5.41 3.20 171 

30 302.70 7.04 5.88 3.50 86 

OCT 1 302.70 7.14 6.08 3.77 57 

2 302.50 6.94 6.08 3.83 80 

3 302.90 6.14 5.51 3.57 78 

WEEKLY FORWARD VOLUME WAS $522 MIL; SWAP VOL WAS $664 MIL. 
OCT 6 303.00 4.75 4.36 2.97 115 

7 303.00 4.75 4.36 3.04 109 

8 303.00 4.36 4.22 2.54 100 

9 303.00 3.66 3.30 1.85 152 

10 - HOLIDAY - 

WEEKLY FWD VOL WAS $540 MIL SWAP VOL WAS $483 MIL. 

OCT 13 303.00 2.97 2.90 1.91 89 

14 302.55 2.28 3.50 2.13 97 

15 302.70 2.58 2.78 2.00 61 

16 302.80 2.68 2.77 1.85 102 

17 302.90 2.18 2.64 1.55 93 

WEEKLY FWD VOL WAS $514 MIL; SWAP VOL WAS $488 MIL. 

OCT 20 302.90 0.40 0.66 1.39 108 

21 302.50 0.89 FLAT 0.93 90 

22 301.10 0.80 2.52 0.73 87 

23 301.85 1.79 1.66 1.16 92 

24 302.10 1.19 1.39 0.80 86 

WEEKLY FWD VOL WAS $587 MIL: SWAP VOL WAS $631 MIL. 

HODGSON 
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